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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 
1987 


1984 1985 1986 Projections 
Domestic Economy 

Population (millions) 6.1 6.2 6.4 
Population growth (%) Zu3 23 2.4 
GDP in current dollars aS0Z 4663 5590 
Per capita GDP, current dollars 877 752 873 
GDP in local currency (1984-100) 10705 14502 16100 

% change 24 35.6 Lak 
Consumer Price Index % change 24 38 9.8 


Production and Employment 
~ Labor force (1,000's) 1900 1900 2000 
Unemployment (avg. % for year) 25 26 28 
Industrial production (local 
currency base 1984=100) % change -3.0 
Govt. deficit as % of GDP 3.8 


Balance of Payments 
Exports (F.O.B.) 


Imports (C.I.F.) 

Trade balance 

Current-account balance 

Capital Account 

Overall Balance 

Foreign direct investment (new) 

Foreign debt (year end) 

Debt-service paid 

Debt-service owed 

Debt-service ratio as % of 
goods and services 

Foreign exchange reserves (year end) 

Average exchange rate for year 
(RD$ Ss = U.S. $1.00) 


Foreign Investment 
Total (cumulative) 


U.S. (cumulative) 235 285 
U.S. share (%) 63 63 63 
OG. - D.R. Trade 
S. exports to D.R. (F.A.S.) 472 500 540 
S. imports from D.R. (C.I.F.) 551 574 560 
ee Zone Exports (D.R. to U.S.)1/ 205 238 309 
ade balance: 
U.S. share of D.R. exports (%) 77 74 78 75 
U.S. share of D.R. imports (3%) 34 36 40 40 
U.S. bilateral aid: 


Economic 94 pe 105 118 
Military 3 5 4 4 
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1/ Includes value of goods assembled from U.S. components; free zone aata not 
included in Dominican export/import data. 


Principal U.S. exports (1986): Foodstuffs, textiles, machinery, chemicals 
Principal U.S. imports (1986): Sugar, coffee, gold, furniture, garments 


Sources: Dominican Government, International Monetary Fund, US Embassy. 





SUMMARY 


In 1986, the Dominican economy began a recovery after an adjustment 
program undertaken during the last 2 years (1985-86) of the Jorge 
Blanco administration. President Joaquin Balaguer, assuming the 
Dominican presidency in August, 1986 for the fifth time, trimmed 
current expenditures to create savings for a massive public-fueled 
investment program. This fiscal spending has created a domestically 
led growth of the economy and has increased purchasing power among 
the poorer classes of the country. In the final months of his 
administration, Jorge Blanco considerably loosened up monetary 
policy, and the Balaguer Administration accelerated the trend. 


In the last quarter of 1986, the huge increase in the money supply 
helped to finance the expansion, but by the first quarter of 1987 
the increased money supply was contributing to a marked increase in 
consumer prices and pressure on the exchange rate. Contributing to 
the fiscal and monetary imbalance, the central government failed to 
deposit counterpart pesos with the central bank for dollar purchases 
to pay the foreign debt. The sharp increase in public capital 
spending and monetary growth may undermine projected real growth in 
gross domestic product (GDP) and overshadow the good performance of 


domestic manufacturing, tourism, and the agribusiness export sector. 


Nonetheless, the Dominican Republic does offer the U.S. investor 
opportunities in industrial free zones where semi-finished gooas can 
be imported duty free and assembled at competitive wages for 
reexport. Attractive beaches and friendly people offer good 
possibilities in the hotel and travel business. The balmy climate 
and wide tracts of good soil create natural opportunities in 
agribusiness. 


In sum, prospects are good but to take full advantage of them, the 
authorities must come to grips with the fiscal and monetary 
imbalances to promote more sustainable, non-inflationary growth of 
the Dominican economy. 





PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


ECONOMIC GROWTH 


The Dominican economy recovered in 1986. GDP grew by 1.3 percent in 
contrast to 1985, when it contracted by 2.2 percent. Construction, 
manufacturing, and finance led the way. After his inauguration in 
August 1986, President Balaguer embarked upon a huge public capital 
spending program to build roads, dams, and other irrigation projects 
for rural areas. These projects have created about 50,000 new jobs 
in the construction industry and have helped to spur consumer 
spending among the poorer people in the country. Moreover, 
Dominican expatriates continued to invest in new apartments and 
houses. The boom in construction has lifted the cement industry, 
which ran at full capacity during the first quarter of 1987. The 
Dominican Government authorized importation of cement to relieve 
shortages. In addition, the communications and food processing 
industry contributed to the economic upturn in 1986. 


Some capital repatriation occurred in the first three quarters ot 
1986 in response to a stable exchange rate, moderate inflation anda 
competitive interest rates on Dominican deposits. However, the 
trend was reversed in early 1987, as rapid monetary expansion fueled 
inflation and put pressure on the peso. Family remittances 
nevertheless continued at a high level. 


The financial services industry also showed rapid growth in 1986. 
Finance companies continued to spring up throughout the country. 
Loosely regulated by the government, these institutions offer higher 
rates on deposits and extend loans to higher risks. Commercial 
banks shared in the growth as the entire financial industry enjoyea 
record profits. Increased government regulations may cut into the 
growth of this gsactor in 1987. 


The tourism industry continued to grow strongly in 1986. A 
combination of attractive beaches, friendly people, and a generally 
favorable exchange rate lured record numbers of tourists mainly from 
the United States, Canada and Italy. The number of hotel rooms 
increased from about 8,000 during 1986 to a projected 10,000 by 
mid-1987. Spin-off industries including tour operators, grouna 
transportation and restaurants are creating myriad opportunities for 
guides, drivers, hotel personnel, managers, and entrepreneurs. 


The favorable rate of exchange and competitive wages have helpea, 
too, to boost the free zone industry. Local or foreign-owned 
companies import semi-finished materials like cut fabric or 
electronic components and assemble the goods for re-export. 
Employment has grown from about 20,000 in 1984 to over 52,000 in 
early 1987. In February 1987, the Westinghouse company opened a new 


assembly operation which is projected to employ over 1,500 people by 
the end of the year. 





Serious problems in agriculture tempered these overall favorable 
developments. The outgoing Jorge Blanco government built up arrears 
to rice millers, causing a liquidity crisis in that sector and 
sharply curtailed plantings. Balaguer has liquidated part of the 
rice miller debt, but an increase in rice output during 1987 is 
uncertain. Rice imports will probably be necessary to meet demand. 


Price controls by the Dominican authorities contributed to 
production shortages of poultry, eggs, and a continued shortfall of 
milk in 1986. After negotiations, the Dominican Government reached 
some pricing agreements with producer associations. Chicken and egg 
output is thus expected to increase in 1987. The production of 
other basic foodstuffs including plantains, yuca and onions improved 
slightly in 1986, but a drought in early 1987 is expected to lower 
overall production for the year. Sugar stayed severely depressed as 
the United States further cut the Dominican Republic quota 
allocation and world prices floundered at near record lows. 


One sector in agriculture, however, did manage to prosper. Fruit 
and vegetable exports for the U.S. market enjoyed growth in 1986 ana 
should advance in 1987. The Dole company signed a contract to use 
state-owned sugar cane land for pineapple production. 


Overall, continued spending in the construction industry combinea 
with strength in tourism and free zones should offset the weakness 
in traditional agriculture and produce at least a projected 2 
percent real growth in GDP during 1987. 


FOREIGN DEBT 


The Dominican Republic, like other Latin American countries, faces a 
severe foreign debt problem. The country, with a fast-growing 
population of 6.5 million, has accumulated an external debt of $3.7 
billion -- the equivalent of about 60 percent of GDP. About 23.6 
percent of this amount is owed to commercial banks; 22.9 percent is 
owed to developed country bilateral donors (Paris Club), another 
24.2 percent to multilateral financial insititutions (including the 
IMF, Interamerican Development Bank, and World Bank). Another 


smaller but significant portion is owed to Mexico and Venezuela for 
oil credits. 


A Standby Agreement signed with the International Monetary Fund 
(IMF) in January 1985 allowed the Dominican Goverment to reschedule 
almost its entire stock of commercial bank debt and arrears with the 
Paris Club through April 1986. The Dominican Government met 
payments to the commercial banks, which consisted mainly of current 
interest and arrears liquidation in 1986, but did not service the 
Paris Club debt. Overall, including payments to Mexico and 
Venezuela, the Dominican Government accumulatea nearly US $200 
Million of arrears during 1986. 





Nonetheless, the Dominican Government did service over $730 million 
of its debt during 1986, a sum greater than total merchandise 
exports. 


President Balaguer and the central bank governor have pledged to pay 
the debt, but only within the country's means. Above all, the 
authorities have stated that debt service must not hamper the 
country's development. Under this policy, the Dominican Government 
projects debt service payments of $740 million for 1987, but has not 
developed a plan to pay arrears. 


While it has undertaken consultations with the IMF, to date, the 
Dominican Republic has rejected, at least temporarily, an agreement 
with the Fund which would bring in new resources and open the doors 
for a much needed rescheduling of Paris Club debt. Government 
officials fear that any austerity measures, no matter how modest, 
would create social and political turmoil. 


On the positive side, debt-to-equity swaps are receiving increasing 
attention as a way to repay a portion of the debt. The central bank 
is considering various schemes for implementing these conversions. 


BALANCE-OF-PAYMENTS 


The heavy scheduled debt amortization will contribute an overall 


projected balance-of-payments deficit of $245 million in 1987. 
Bilateral and multi-lateral disbursements of a projected $130 
million do not nearly offset amortization of $350 million, 
contributing to a capital account net deficit of US$100 million. 


The sharp increase in liquidity and forecasted economic growth will 
push imports up in 1987 to a projected $1350 million from an 
estimated $1250 million in 1986. Exports are projected to remain 
about constant at $750 million. The steep declines in coffee prices 
and the cut in the United States sugar quota wipe out the salutary 
effects of increased exports of fruits and vegetables, gold, and 
manufactured goods like furniture. 


Tourism foreign exchange earnings are forecasted to increase by 
fifteen percent in 1986 to $575 Million. Remittances are projected 
conservatively at $240 million. Overall the current account deficit 
is forecasted at $145 million. 


The statistics point out a structural deficit in the 
balance-of-trade. In the recent past the Dominican Republic has 
imported goods equivalent to about 22 percent of GDP but exports, 
heavily weighted with commodities subject to low world prices, have 
averaged only about 12.5 percent of GDP. Tourism and remittances 
help to finance the current account deficit, but interest payments 
on the foreign debt have eaten into the net services surplus. Thus 
in 1987 the Dominican republic cannot count on a current account 
surplus to help finance the net outflow in the capital account. 





The only quick solution would be to undertake further debt 
rescheduling to relieve the ammortization burden, and go easier on 
the fiscal expansion payment to dampen import demand. 


BUDGET AND FISCAL SITUATION 


President Balaguer reassumed office in August 1986 and immediately 
trimmed current expenditures and put the savings into his public 
construction program. For 1987, based on first quarter 1987 
performance, current revenues may reach nearly $2,600 million 
(Dominican); current expenditures are forecasted to amount to $1,400 
(Dominican). Capital spending is projected to reach $1.1 billion 
(Dominican), which would result in a surplus of $100 million 
Dominican. However, if large losses of the state operating 
companies were summed, the consolidated public sector would register 
an estimated deficit of 2.8 percent of GDP. The fiscal expansion, 
although creating vital jobs, has contributed to a boost in the 
inflation rate. To combat this, the central government would have 
to consider deferral of some capital expenditures or revenue 
increases. 


MONETARY POLICY, CREDIT, FOREIGN EXCHANGE SITUATION 


The money supply (M-1) expanded by 60 percent aquring 1986. During 
his final six months in office, President Jorge Blanco lifted export 


Surcharges and stiff marginal reserve requirements on commercial 
banks. Additionally, the monetary authorities under Balaguer 
engineered credits from official entitities to the State Sugar 
Company. Moreover, the central bank has continued to buy dollars 
from exporters and free zones to pay the foreign debt, but the 
central government has not transferred sufficient compensatory pesos 
to the central bank. 


By the end of 1986 the new government had become sufficiently 
preoccupied over the effect that the bloated money supply would have 
on consumer prices and the politically sensitive exchange rate. The 
monetary authorities reacted by reinstating stiff marginal reserve 
requirements on new commercial bank deposits, decreeing for the 
first time ever minimum capital and basic reserve requirements on 
financing houses, and considering the sale of $300 million 
(Dominican) in securities. 


Early 1987 projections indicate the money supply could expand by 40 
percent if the central government does not transfer counterpart 
pesos to the central bank for debt repayment. Unless the peso 
transfer takes place and the central bank sells securities, 
inflation could easily reach 30 percent or higher annually-- well 
above the official forecast of nearly 14 percent. After new 
marginal reserve requirements went into effect, commercial bankers 
raised prime interest rates to 22-23 percent on loans. These rates 
had fallen to below 20 percent during mid-1986 when the liquidity 
squeeze had eased considerably. 





Because of the reimposition of marginal reserve requirements, many 
commercial banks are discouraging new deposits. Thus creditors are 
again turning to the informal market where loan rates, which in 1986 
averaged in the mid-20 percent range, pushed back up over 30 percent 
during the early second quarter of 1987. The higher rates both in 
the formal and informal markets are expected to prevail during the 
second half of 1987. 


The Balaguer Administration, as its predecessor, attaches priority 
to maintaining the value of the peso. However, in the face of 
increased economic activity, the country's balance-of-payments 
problems and the high money supply growth, the exchange rate movea 
from : (Dominican) to $1.00 (U.S.) when Balaguer assumed office 
to RD$3.50 by early May 1987. 


The peso will not appreciate unless monetary growth is drastically 
reduced and the central government slows the fiscal expansion. If 
the peso continues to slide, President Balaguer will face tremenaous 
pressure to undertake some politically alluring but futile "quick 
fix", such as closing exchange dealerships or other direct 
intervention in the market. 


LABOR 


The Dominican Republic has an ample labor supply, with a total work 
force estimated at over two million. Dominican labor is 
industrious, cooperative, and easily trainable in basic skills. 
However, there is a shortage of skilled workers and technicians. 

The trade union movement, although highly politicized, is still in 
its infancy; organized labor is weak and divided with at least eight 
competing national confederations. These rival labor confederations 
represent less than 15 percent of the country's labor force. The 
country's high unemployment and underemployment (combinea rate 
exceeds 50 percent) also tends to diminish the strength of the labor 
movement. The labor environment has been basically tranquil in 
1986-1987 with few serious strikes. 


POLITICAL SITUATION 


After the 1961 assassination of the dictator Rafael Trujillo anda 
several years of political instability culminating with U.S. 
military intervention in 1965, the Dominican Republic established a 
democratic system with 4-year presidential elections as its 
cornerstone. Beginning in 1966, the country has had six consecutive 
national elections. During this period, two major political 
parties, the Social Christian Reformist Party and the Revolutionary 
Dominican Party, have dominated Dominican politics. Both parties 
support a mixed, pluralistic economy and friendly relations with the 
United States. 





Joaquin Balaguer, former President (1966-1978) and leader of the 
Social Christian Reformist Party, won the May 1986 presidential 
election and was inaugurated in August. During his initial months 
in office, President Balaguer embarked upon a populist program of 
government. He has focused his attention on public works and the 
small farmer. By demostrating his concern for the poor and by 
promoting an anti-corruption campaign, Balaguer has set out to 
undercut his chief political opposition. 


The leftist Dominican Liberation party (PLD) headed by Juan Bosch 
captured 18 percent of the vote in 1986 -- an improvement of eight 
points over 1982. The better showing of this party reflects not 
only its tight organization but the electorate's disenchantment with 
the former administration's (PRD) handling of the economy. The 
Dominican people's perception of how Balaguer is solving -- or not 
solving -- their economic problems will play a large role in 
determining the future growth in the PLD's appeal. 


PART B: IMPLICATIONS FOR UNITED STATES BUSINESS 


The Government of the Dominican Republic welcomes foreign 
investment. In 1986 foreign investment increased by $110 million 
(U.S.) over 1985 to $370 million (U.S.) Overseas Private Investment 
Corporation (OPIC) insurance is available for investments made in 


the Dominican Republic, as are U.S. Trade Development (TDP) grants 
for feasibility studies. 


Joint ventures are required in agribusiness projects. U.S. 
companies may hold up to 49 percent of the equity. Given the 
complex and often inexact nature of agrarian tenure in the Dominican 
Republic, it indeed is desirable to have a Dominican partner. In 
other popular investment areas, including free zones and hotels, 
U.S. businesses may wholly own the venture. The desirability of 
having a local partner will depend on the U.S. investor's knowleage 
of the Dominican Republic's economy, laws, and practices. 


FREE ZONES 


During 1986, Industrial Free Zones (IFZ) underwent rapid expansion. 
This expansion will continue in 1987. At present there are six 
IFZ's in operation employing approximately 52,000 people. 

Operations included in this total exist in Santiago (22,000), La 
Romana (11,000), San Pedro de Macoris (17,000), San Cristobal (450), 
Puerto Plata (1,500), Bani (440). Santiago and La Romana have 
started development of second phases. San Pedro de Macoris is being 
enlarged and improved. New IFZ's are under construction at San 
Isidro, Las Americas, La Vega, Villa Altagracia and Villa Mella; all 
of which should be operational in 1987. In addition, a privately 
owned IFZ is expected to start construction in mid-1987 adjoining 
the existing IFZ in San Pedro de Macoris. 





Also the State Sugar Company (CEA) will begin an IFZ in Villa 
Altagracia on its lands. Another 10 IFZ's have been approved for 
development by the National Council of Industrial Free Zones. 
Companies, in addition to Westinghouse, which have established 
facilities in IFZ's during 1986 and the first half of 1987 include 
GTE, Hanes, Baxter Travenol, Warner Lambert and American Airlines. 


Total export value from the IFZ's to the United States increased 
from $205 million (U.S.) in 1985 to US$240 million (U.S.) in 1986. 
Exports to the U.S. accounted for virtually all IFZ exports. 


IFZ's are attractive to U.S. manufacturers because of the low wage 
structure, stable and trainable work force, and proximity to the 
United States. In addition, U.S. programs under CBI and GSP benefit 
the IFZ's. These factors, as well as Dominican investment 
incentives, help to explain the rapid growth of the IFZ's. The 
Dominican government offers duty free import of raw materials, 
equipment and goods destined for re-export, complete tax exemption 
for a 12-20 year period, and the ability to sell up to 20 percent of 
production in the domestic market. 


TOURISM, AGRIBUSINESS, MINING 


Incentives for investment in approved tourism projects include a 
ten-year tax exemption from income and incorporation taxes, national 
and municipal taxes, licenses and fees for public spectacles and 
import duties for goods not locally available. OPIC has 45 million 
pesos on deposit with the Chase Manhattan Bank in Santo Domingo to 
finance tourism projects. 


Investment in agribusiness has not taken place as rapidly as in 
IFZ's and tourism. However, in 1986 and the first half of 1987 new 
agribusiness ventures got underway in citrus, pineapple, cashew, 
flowers, and vegetables. The most notable of these was the recently 
concluded Dole pineapple project. The Santo Domingo based Joint 
Agricultural Advisory Committee (JAAC) which assists agricultural 
investors, has a $500,000 (U.S.) Trade and Development Program grant 
from which it can fund agribusiness feasibility studies. The Trade 
and Development Program at the International Development Cooperation 
Agency provides financing for feasabililty studies to identity 
market potential for U.S. companies overseas. 


The Balaguer government has renewed efforts to attract foreign 
investment on mining. There are known deposits of gold, silver, 
nickle, bauxite, coal, marble and limestone in the country. Several 
U.S. mining companies have expressed interest in exploration and 
mining projects, but because of low world market prices for most ot 
these minerals, there has been little activity. 





BEST PROSPECTS FOR U.S. EXPORTERS 


U.S. exports account for about 40 percent of total Dominican 
imports. Additionally, U.S. raw materials are used in the Dominican 


assembly export operations, especially in the apparel and textile 
industry. 


Leading U.S. exports include: 


- basic foods, including wheat, corn, rice, vegetable oil, soybeans 
and soybean oil 
wrapper tobacco 
woven and textile fabrics, and textile articles and apparel 
agricultural and construction machinery and equipment 
agricultural chemicals, including fertilizers and pesticides 
electrical articles and equipment 
passenger cars, trucks, chasis and automotive parts 


Best new product export opportunities include: 


food processing and packaging machinery 

computers (micro/mini) 

medical equipment and supplies 

small appliances which can undergo simple local assembly such as 
blades for ceiling fans. 

safety and security equipment 

wood processing equipment. 


The U.S. and Foreign Commercial Service will sponsor the following 
trade promotion events in the second half of 1987: 


July 27-28 Food Processing Trade Mission 
Aug. 19-20 Forestry/Woodworking Equipment Video Catalog Show 


Events scheduled for the first half of 1988 include: 


Automotive Parts Catalogue Show 
Safety & Security Equipment Video Catalogue Show 
Medical & Health Care Video Catalogue Show 


For futher information on business opportunities contact the Foreign 
Commercial Service Section of the U.S. Embassy in Santo Domingo 
(809) 682-2171, or the Caribbean Basin Divison of the International 
Trade Administration, U.S. Department of Commerce, (202) 377-2527. 








